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PENNI CHUCK WATER WORKS
Petition for System Upgrade Fee
Order Granting Fee
ORDER NO 23,780
Septenber 21, 2001

APPEARANCES: McLane, Graf, Raulerson &
M ddl et on, Sarah Knowiton, Esq., on behalf of Pennichuck
Water Works, Inc., Kenneth Traum Office of the Consumer
Advocate, on behalf of Residential Ratepayers and
Lynmari e Cusack, Esq., for the Staff of the New Hanpshire
Public Utilities Conm ssion.
| . BACKGROUND

Penni chuck Water Works, Inc. and Pennichuck East
Uility, subsidiaries of Pennichuck Corporation
(Pennichuck) filed a letter with the New Hanpshire Public
Uilities Conmm ssion (Comm ssion) on February 6, 2001,
indicating a desire to inplenent a system upgrade fee for
new water custoners in certain parts of its water system
The letter indicated the purpose of the fee was to
recover costs incurred by Pennichuck for inprovenents to
the system which were required to provide service to new
custoners, to allow expansion of the systemin |ieu of
private wells, and to allow for the devel opnent of a

regi onal water system

The Comm ssion opened a docket and issued an
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Order of Notice providing for a prehearing conference on
April 9, 2001. Subsequent to the hearing the Commi ssion
i ssued Order No. 23,683, dated April 20, 2001, which
provi des further detail on the background of the case.
After the issuance of the Order, the Ofice of the
Consuner Advocate (OCA) notified the Conm ssion of its
desire to participate in the docket on behal f of
residential ratepayers. Thereafter the OCA participated
as a full intervenor in the docket.

| n August, 2001, the Parties and Staff reached
an agreenent with regard to the application of a system
upgrade fee. Pennichuck presented the Stipulation and
Settl ement Agreenent to the Commi ssion at a public
heari ng on August 28, 2001.
1. SETTLEMENT AGREEMENT

The Settl enment Agreenent provides a joint
recommendati on regarding the inposition of a system
upgrade fee by Pennichuck. This proposal is included in

the amended draft tariff pages attached to the Agreenent.

Under this proposal, Pennichuck will not submt
a request for paynment of a system upgrade fee to the end-

user custoners. The fee will be charged to the devel oper
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of the subdivision or other project. Mdreover,

Penni chuck will only be allowed to recover the enbedded
cost of the systeminprovenent. |If any cost savings are
associated with a project an analysis would be conducted
to determ ne necessary fee reductions. The Settl enent
Agreenent al so provides that before any fee is charged
the Commi ssion will be notified of the proposed system

i nprovenent and that a prudency review nay be undertaken
at any appropriate tine.

Under the Agreenent, the system upgrade fee is
all ocated to custoners based on the custoners’ receipt of
benefits fromthe upgrade. For exanple, if only new
custonmers received the benefit of a systeminprovenent,
then the cost of the inmprovenment is divided on a pro-rata
basis by the number of new custonmers. |If the proposed
i nprovenent resulted in inproved service to existing
custonmers as well, then the cost of the inprovenent is
di vi ded between the new and existing customers. The cost
for new custonmers woul d be recovered through the system
upgrade fee, and the cost to the existing custoners
i ncorporated as part of the Conpany’ s rate base. The
customers’ pro rata share of the fee would be based on

t he equival ent neter size as defined in the Anmerican
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Wat er Works Associ ati on Manual M6. The Parties and
Staff al so agreed that the standards for determ ning
whet her i nprovenments benefited existing custoners should
be explicit and based on increasing water pressure,
updating fire protection, and inproving water quality.
[11. COW SSI ON ANALYSI S

Under RSA 378:5 and 378:7 the Conm ssion may
approve proposed rates and charges only after we find
themto be just, reasonable and | awful.

In determning if the system upgrade fee is
just, reasonable and | awful, consideration should be
given to whether, (1) the proposed fee is cal cul ated
correctly based on costs, (2) collection of the fee in
advance of construction is perm ssible, and (3) the rate
structure equitably recovers the revenues fromthe
affected class of users. See Re Penbroke Water Works, 73
NH PUC 449 (1988)(granting approval of a municipal water
utility’ s request to inplenment a service connection fee
for new water connections).

The Stipul ati on reached by the Conpany, OCA and
Staff addresses each of the factors we nust eval uate.
First, paragraph 11 of the stipul ation provides that any

fee to be assessed nust be a “direct function of the
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costs of the capital inprovenent.” Mor eover, the
stipulation at paragraph 9 states that prior to the
commencenment of the project the Conpany is required to
file a FormE-22 with the Comm ssion detailing the
I mprovenent and the associ ated costs of the inprovenent.
The stipulation and the proposed tariff also discuss
how customers will be assessed their pro-rata share of
the cost. These provisions assure that the fee will be
cal cul ated correctly based on costs.

Second, the fee is to be primarily coll ected
froma devel oper. As such, the fees will be treated as
contribution in aid of construction and accounted for as
such. This accounting allows for collection of the fee
i n advance of construction. Third, the stipulation
addresses how the revenue will be collected fromthe
af fected class of users. |f existing customers benefit
fromany system i nprovenent those custoners would be
assessed their share of the project with that share
bei ng incorporated into rate base and recovered once
rates are set as a result of the next base rate case.
This proposal equitably allocates the costs of the
system upgr ades.

In conclusion, we find that the Settl enent
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Agreenment’s proposal of a system upgrade fee satisfies

the three prong test set forth in Penbroke Water Works.

Accordingly, after reviewing the stipulation, proposed
tariffs and the testinony of M. Donald Ware, Pennichuck
Chi ef Engineer, we believe that the system upgrade fee
is just reasonable and consistent with the public good.
We, therefore, accept the Stipulation and Agreenent
wi t hout nodification.

Based upon the foregoing, it is hereby

ORDERED, that the Stipulation and Agreenent
anong Penni chuck Water Works, the O fice of the Consumer
Advocate and Staff is hereby approved; and it is

FURTHER ORDERED, that Penni chuck Water Works
submt revised tariffs for both Pennichuck Water Works
and Penni chuck East Utility, with an effective date of
Oct ober 1, 2001.

By order of the Public Utilities Comm ssion of

New Hanpshire this twenty-first day of Septenber, 2001.

Susan S. Ceiger Nancy Brockway
Conm ssi oner Comm ssi oner

Attested by:
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Thomas B. Getz
Executive Director and Secretary



